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AGENDA ITEMS     TAB 
 
Call to Order and Roll Call 
 
Public Comment 
 

Action/Information Election of Chair and Vice Chair             1 
 
Action/Information Approval of Minutes from the January 30, 2004          2 
 and February 9, 2006 Meetings 
 
Action/Information Discussion of the Legislative Analyst’s Office       3 
 Recommendation Regarding Restructuring How the 
 State Administers Grant and Loan Financial Aid Programs 

 
Note: Items designated for information are appropriate for Committee action if the Committee 
wishes to take action.  Any agenda item acted upon at this Committee meeting may be brought 
to the Commission at its next regularly scheduled meeting. 

 
Adjournment at approximately 4:00 p.m. 
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MISSION STATEMENT 
 
“The mission of the Loan Advisory Council is to recommend to the Commission policies which will 
maximize the availability, delivery and servicing of high quality, effective student loans; encourage 
responsible borrower behavior and discourage unnecessary borrowing; expand services to all 
customers of the Student Aid Commission and maximize default prevention.” 
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 INFORMATION/ACTION ITEM 
 

 LOAN ADVISORY COUNCIL 
 
 Election of Chair and Vice Chair 

 
 
The California Education Code requires the Loan Advisory 
Council to annually elect a Chair and Vice Chair.  In 2003, 
Bill Beckmann and Carrie Steere-Salazar were elected 
Chair and Vice Chair, respectively.  Upon Mr. Beckmann’s 
departure from the Council, Ms. Steere-Salazar assumed 
the role of Acting Chair.  Member Steere-Salazar’s 
previous term expired in 2004, and although she was re-
appointed for a new term and is currently serving on the 
Council, a new election has not taken place and the offices 
of Chair and Vice Chair are currently vacant. 
 
The Uniform Policies for Advisory Bodies, Chapter 3, 
Section 7.4 indicates that the terms shall be for a period of 
one year and the Chair and Vice Chair shall be in office no 
more than two consecutive terms.  In the past, the Vice 
Chair was typically nominated to serve as the Chair, and 
members nominated one other person as Vice Chair.  If 
both candidates agreed, members would vote to approve 
the nominations. 
 
Enclosed under Tab 1 is a description of the duties for 
which the Chair is responsible.  In the absence of the Chair 
the Vice Chair assumes the role.   
 
At the Council’s February 9, 2006 meeting, a consensus 
was reached to postpone election of officers until the 
subsequent meeting to allow members to determine their 
interest in the position(s). 
 
Recommended Action:   
 
Nominate and vote on candidates for the positions of Chair 
and Vice Chair of the Loan Advisory Council for a one-year 
term. 
 
Responsible Staff:  Janet McDuffie, Chief, Management 

Services Division and Acting Chief, 
Federal Policy & Programs Division 



TAB 1 

LOAN ADVISORY COUNCIL 
 

 
 
California Education Code Section 69769.7 requires the Loan Advisory Council to annually 
elect a Chair and Vice Chair from its membership.  This code states that representatives 
who serve on, or are employed or retained by, the Commission, and the nonvoting 
representative appointed by the U.S. Department of Education, are ineligible to these 
positions. 
 
 
Duties of the Chair 
 
As mandated in statute, the Chair of the Council shall have the authority, in consultation with 
the Chair of the Commission, to convene meetings of the Council.  The Chair shall also 
direct each Council meeting and shall regularly present oral and written reports to the 
Commission regarding the advice of the Council.  The Vice Chair shall assume these 
responsibilities in the Chair’s absence. 
 
The Uniform Policies for Advisory Bodies requires the Chair to perform the following duties: 
 

• Actively participate in all Council matters. 
 
• Ensure that the Council operates in a manner consistent with its own rules and any 

other applicable rules or requirements. 
 

• Preside over Council meetings and facilitate the process whereby the Council 
accomplishes its business. 

 
• Foster cooperation and teamwork among Council members, including expeditious 

and frequent communication with all members. 
 
• Publicly represent the Council on policies made and actions take by the Council and 

other matters affecting the Council. 
 
• Appoint the chair and members of ad hoc and special bodies or work groups. 
 
• Set the agenda items for scheduled Council meetings. 
 
• Follow up on members with attendance problems, per the established attendance 

policies. 
 
• Make Council reports and presentations to the Commission, including the 

presentation of the Council’s annual objectives and accomplishments. 
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 INFORMATION/ACTION ITEM 
 

 LOAN ADVISORY COUNCIL 
 
 Approval of Minutes of the January 30, 2004 and February 9, 2006 Meetings 
 

 
Only one of the current members of the Council was present during the 
January 30, 2004 meeting.  Current members are allowed to vote on 
these minutes but the Commission recognizes that those who were not 
present may wish to abstain.  In the event that the current members who 
were not present do abstain and a motion to approve the minutes does 
not pass by majority vote, then an alternative method for approval of 
minutes is available as follows:   
 
Once a Chair is selected, the Chair may choose to follow Robert’s Rules 
of Order, Article X, which would allow the Chair to appoint a special 
committee consisting of the sole existing member present at the meeting 
to correct and approve the minutes. 
 
 
Recommended Action: Approve the minutes of the January 30, 

2004 and February 9, 2006 meetings. 
 
 
Responsible Staff:  Janet McDuffie, Chief, Management Services 

Division and Acting Chief, Federal Policy & 
Programs Division 

 



DRAFT               TAB 2A 

 
CALIFORNIA STUDENT AID COMMISSION 

LOAN ADVISORY COUNCIL 
 

MINUTES 
January 30, 2004 

 
 
The Loan Advisory Council (Council) met via teleconference at 3:30 p.m. on Friday, January 30, 
2004, at Saint Mary’s College of California, Office of Financial Aid, 1928 Saint Mary’s Road, 
Moraga, California.   
 
Council Members Present: 
 

Carrie Steere-Salazar, Acting Chair – via phone 
Christopher Chapman – via phone 
Paul Dockry – via phone 
Linda Elrod – via phone 
Debbe Johnson – via phone 
Billie Jones 
John Muskavitch – via phone 
Judith Perry – via phone 
Melanie Saracco – via phone 
 

Council Members Absent:  
 

Rainie Brazil 
Karen Cai 
Martin Daniels 
Robert Johnson 
Albert Mendez 
Paul Rehnberg 

 
 
AGENDA ITEM 1 – APPROVAL OF JULY 16, 2003 MEETING MINUTES 
 
On MOTION by Member Muskavitch, SECONDED and CARRIED, the minutes of the July 16, 
2003 meeting were APPROVED. 
 
 
AGENDA ITEM 2 – INSURANCE PREMIUM FEE WAIVER 
 
Dana Callihan, Vice President, EDFUND External Relations, explained that the Commission 
always makes a one-year decision with respect to the insurance premium fee and the 
recommended action from Commission/EDFUND staff is to waive the fee through September 30, 
2005.  He clarified that the Pennsylvania Higher Education Assistance Agency (PHEAA) has 
publicized that they will waive the fee until July 1, 2005, and then begin charging 1%.   
 
Janet McDuffie, Chief, CSAC Management Services, presented the CSAC/EDFUND Federal 
Student Loan Reserve Fund Forecast for 2002-03 through 2004-05.  She indicated that the 
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revenue source for the Federal Fund has been the insurance premium.  She explained that a 
minimum reserve level must be maintained in the Federal Fund, which has been depleted over 
time because the insurance premium fee has been waived.  CSAC draws a subsidy from the 
Student Loan Operating Fund. Since 1996, CSAC has been able to waive the fee and can 
afford to continue doing so for the 2004-05 fiscal year.   
 
The Council expressed concern that they were being asked to make a recommendation to the 
Commission without all of the financial data.  They were assured that the data reflects numbers 
that are sufficient enough to meet and sustain the current operating environment through the 
next federal fiscal year. 
 
A question arose as to potential revenues if the 1% guarantee fee were charged for the coming 
year.  Therese Bickler, Vice President of EDFUND Loan Operations, reported CSAC/EDFUND did 
4.4 billion in student loans which would equate to $44 million in insurance premium fees.  As 
loan volume is expected to continue to grow, the revenue source would probably be in excess of 
$44 million.  She clarified that if the fee is reinstated, CSAC/EDFUND could lose loan volume and 
the revenue would be less; likewise, if the fee is waived, loan volume could increase and the 
potential revenue could be $44 million or more. 
  
On MOTION by Member Dockry, SECONDED and CARRIED, the recommendation to the 
Commission to extend the insurance premium fee waiver through September 30, 2005 was 
APPROVED. 
 
 
PUBLIC COMMENT 
 
No public comments were presented. 
 
 
There being no further business, the meeting of the Loan Advisory Council was adjourned at 
approximately 3:50 p.m. 
 
 
 
 

        
Chair, Loan Advisory Council 
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CALIFORNIA STUDENT AID COMMISSION 

LOAN ADVISORY COUNCIL 
 

MINUTES  
February 9, 2006 

 
 
The Loan Advisory Council (Council) met at 10:30 a.m. on Thursday, February 9, 2006, at the 
EDFUND Boardroom, 3300 Zinfandel Drive, Rancho Cordova, California.   
 
 
Council Members Present: 

 
Ben Chiu 
Vince DeAnda 
Robert Haushalter 
Patricia Hurley 
Brian Jones 
Dean Kulju 
Dolores Niccolai 
Carrie Steere-Salazar 

 
 
Council Members Absent:  

 
Kenny Evans, Jr. 
Greg Jaeger 
Anu Joshi 
Kurt Schneiber 
Audrey Tanner 

 
 
Janet McDuffie, Chief of Management Services, Acting Chief of Federal Policy & Programs and 
Loan Advisory Council Liaison opened the meeting and each Council member provided a brief 
introduction.  Ms. McDuffie explained that two members notified Commission staff this morning 
that they were unable to attend the meeting; therefore, the Council would not have a quorum 
and could not vote. 
 
 
AGENDA ITEM 1 –  ADMINISTRATIVE ISSUES REGARDING THE COMMISSION’S 

UNIFORM POLICIES 
 
Ms. McDuffie reviewed the Commission’s Uniform Policies with Council members and 
highlighted several key items for new members including attendance, quorum, conflict of 
interest issues, expectations of advisory body members, the Bagley-Keene Open Meeting Act 
and the Commission’s travel policy.   
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AGENDA ITEM 2 –  DISCUSSION OF ROLE AND FUNCTION OF THE LOAN ADVISORY 

COUNCIL 
 
The Council discussed its role and function and it was noted that there had been a disconnect 
between the Commission and the Council over the last two years and the group should meet 
more frequently in light of the current issues.  There was concern that the committee was not 
being taken seriously.  The group was informed that Commission staff is working to fill 
vacancies and keep this body active on the important topics and in communication with the 
Commission. 
 
 
AGENDA ITEM 3 –  ELECTION OF CHAIR AND VICE CHAIR 
 
Due to a lack of quorum, the Council postponed the election of its chair and vice chair. 
 
 
AGENDA ITEM 4 –  APPROVAL OF JANUARY 30, 2004 MEETING MINUTES 
 
Due to a lack of quorum, the Council postponed the approval of the minutes. 
 
 
AGENDA ITEM 5 –  ROUNDTABLE DISCUSSION ON THE FUTURE ROLE OF THE LOAN 

ADVISORY COUNCIL 
A. DEFICIT REDUCTION ACT AND LOAN POLICY IMPLICATIONS 
B. CSAC/EDFUND RELATIONSHIP 

 
The Council participated in a roundtable discussion of the committee’s future role.  Executive 
Director Michel and EDFUND President Kipp shared their perspectives and both emphasized the 
importance of the Council’s input on relative issues within the student loan industry.  It was 
suggested that the Council identify the two or three most important issues that would be the 
most meaningful to the Commission, such as the various segmental perspectives on the 
anticipated recommendation from the Legislative Analyst’s Office (LAO) on structural options for 
California’s Federal Family Education Loan (FFEL) Program. 
 
The committee reviewed a summary of the major provisions of the Deficit Reduction Act and the 
following represents the types of issues that are of the most concern: 
 

• Impact of the California High School Exit Examination (CAHSEE) issue on grants 
and loans 

• Manageable debt and average indebtedness of graduated students 
• The need for California to compete with out-of-state schools for students 
• Impact of merit-based aid on loans 
• 1% default fee 
• Schools-as-lenders 
• Consolidation lender practices 
• PLUS loans 
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The Council reviewed the eighth draft of the Roles and Responsibilities and the LAO’s report on 
structural options for the FFEL Program.  Some comments by members include: 
 

• EDFUND should have the flexibility to operate like its competitors in the industry. 
• There is inherent value to EDFUND’s connection with the Commission and there is 

some loyalty to EDFUND due to that State connection. 
• Any perceived instability with regard to the relationship between the Commission and 

EDFUND is a concern. 
• A school’s decision to partner with CSAC/EDFUND is based ultimately on what is in 

the best interest of the students. 
 
 
AGENDA ITEM 6 –  FUTURE TOPICS 
 
The next meeting’s topic will include a discussion of the LAO’s recommendation regarding the 
structural options for California’s FFEL Program.   The meeting will be scheduled in early April 
2006 in order to provide the Council’s feedback to the Commission at its April 20-21, 2006 
meeting. 
 
 
There being no further business, the meeting of the Loan Advisory Council was adjourned at 
3:05 p.m. 
 
 
 

       
Chair, Loan Advisory Council 
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 INFORMATION/ACTION ITEM 
 

 LOAN ADVISORY COUNCIL 
 
Discussion of the Legislative Analyst’s Office Recommendation Regarding Restructuring 

How the State Administers Grant and Loan Financial Aid Programs 
 
 

An informational joint hearing was held on March 8, 2006 by the 
Senate Education Committee, the Senate Budget Subcommittee 
#1 on Education and the Assembly Higher Education Committee 
to discuss the topic of “Examining the Governance of EdFund and 
the California Student Aid Commission: Options for the Federal 
Family Education Loan Program.”   Commission staff has provided 
a summary of the March 8, 2006 discussion for your review.  (Tab 
3A) 
 
At its February 9, 2006 meeting, the Loan Advisory Council 
discussed the Legislative Analyst’s Office (LAO) January 2006 
report on “California’s Options for Administering the Federal 
Family Education Loan (FFEL) Program.” 
 
On February 24th, the LAO released a detailed analysis of the 
2006-07 Budget Bill (based on the Governor’s Budget), which 
included LAO’s recommendation that “the Legislature enact 
legislation that would restructure how the state administers grant 
and loan programs.  Specifically, [LAO] recommend[s] the 
Legislature authorize a single agency, with a single board and 
Executive Director, to administer both state grant and federal loan 
programs.  [LAO] recommend[s] the agency be structured as a 
nonprofit public benefit corporation but subject to stronger 
accountability requirements.”  This portion of the budget analysis 
is enclosed for your review.  (Tab 3B) 
 
Written testimony submitted to the Joint Assembly and Senate 
Education Committees is also available.  (Tab 3C) 
 

 
Recommended Action: This is an informational item.  No 

action is recommended. 
 

Responsible Staff:  Janet McDuffie, Chief, Management 
Services Division and Acting Chief, Federal 
Policy & Programs Division 



TAB 3A 

Summary of the Joint Hearing 
of the Senate and Assembly Education Committees 

and the Senate Budget and Fiscal Review Subcommittee #1 
 

 
An informational joint hearing was held on March 8, 2006 by the Senate and Assembly 
Education Committees and the Senate Budget and Fiscal Review Subcommittee #1 to discuss 
the topic of “Examining the Governance of EDFUND and the California Student Aid Commission: 
Options for the Federal Family Education Loan Program.” 
 
Below is a comprehensive list of the presenters. 
 

Jennifer Kuhn, Principal Fiscal and Policy Analyst, Legislative Analyst Office 

Sam Kipp, President, EDFUND  

James Sandoval, Chair, California Student Aid Commission 

Greg Gollihur, Senior Policy Analyst, California Postsecondary Education Commission 

Veronica Villalobos, Vice President for Public Affairs, Association of Independent Colleges and 
Universities 

Catherine Thomas, Associate Dean/Director of Financial Aid, University of Southern California 

Craig Yamamoto, Past President, California Community College Student Financial Aid 
Administrators Association 

David Nelson, Student, California Community College Statewide Student Senate 

Jeannie Biniek, Board Member, University of California Student Association 

Alex Alanis, Legislative Advocate, California Bankers Association 

Todd Eicher, Executive Director, Nelnet 

Amy Hines, Labor Relations Representative, Service Employees International Union Local 1000 

Mike Rosky, President, District Labor Council 
 
 
The following is a synopsis of the presentations: 
 
 
Jennifer Kuhn, Principal Fiscal and Policy Analyst, Legislative Analyst Office (LAO) 
 
The LAO presented its opinion of organizational options for administering the Federal Family 
Education Loan (FFEL) Program.  LAO suggested that the Legislature can select one of five 
basic organizational models for administering the FFEL Program.  Under a single-agency 
structure, the Legislature could: (1) entrust a state agency with administering both grand and 
loan programs or (2) establish a nonprofit public benefit corporation to perform them. Under a 
two-agency structure, the Legislature could (3) retain the existing two-agency arrangement, (4) 
modify the existing two-agency arrangement, or (5) rely on an independent guaranty agency to 
administer the FFEL Program. 
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LAO stated that given the unique intricacies of student financial aid, they recommend the 
Legislature authorize a single agency, with a single board and Executive Director, to administer 
both state and grant and federal loan programs. 
 
• With a single board and Executive Director, tension is less likely among organizational 

leadership. 

• With a single agency, confusion about roles and responsibilities is likely to be more easily 
and quickly resolved. 

• As a nonprofit public benefit corporation: 
- The agency could reward all employees for providing high-quality service to 

students. 
- The agency would retain flexibility to respond to externally driven changes in loan 

programs and loan competitors. 

• Greater operational autonomy should be coupled with greater accountability and reporting 
requirements. 

• The new structure could accommodate broader reform. 
 
 
Sam Kipp, President, EDFUND  
 
President Kipp indicated that EDFUND has met, and exceeded, the mandate set by the 
California Legislature and the Student Aid Commission when it was created such as earning 
more than $995 million in revenue, tripling the annual loan volume from $2.4 billion to $7.8 
billion, and saving borrowers more than $300 million in fees.  President Kipp also described the 
challenges EDFUND faces.  For example, under new federal laws, it is compelled to charge 
borrowers a 1 percent loan fee for the first time since 1996 and the state is still using loan 
program revenues to pay for $22 million in Commission administrative costs and support to the 
Cal-SOAP program.  He noted that the relationship between the Student Aid Commission and 
EDFUND has generally worked well and has delivered real benefits to the citizens of California, 
and to students and educational institutions throughout the nation.  President Kipp stated that 
EDFUND has not adopted a position on the LAO’s recommendation to operate both 
organizations through a single nonprofit, public benefit corporation, but identified the following 
key issues: 
 

1. It will be critical to sustain and not disrupt or diminish EDFUND’s capacity to continue to 
provide essential loan funds and premier services to borrowers and institutions. 

2. Recognize that a nonprofit corporation that provides financial aid services such as 
technology, accounting, administrative, and customer service is different from one that 
oversees policy. 

3. In weighing options, reducing costs and complexity without compromising service will be 
important considerations. 

4. No student loan guarantee services organization can remain competitive in California or 
nationally without having vital operating flexibility and an adaptive and responsive 
structure that enables it to provide high quality services. 

5. Accountability mechanisms are certainly appropriate but they should seek to avoid 
adding a whole new layer of state agency rules and requirements that do not apply to 
our competitors. 
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James Sandoval, Chair, California Student Aid Commission (Commission) 
 
Commissioner Sandoval provided background information regarding the Commission and 
indicated that the Commission agrees with LAO that structural changes for the Commission and 
EDFUND are needed.  Commissioner Sandoval stated that the Commission has not taken a 
position on the LAO’s recommendation to create a single non-profit agency to administer the 
grant and loan programs; however, the Commission concurs that the Legislature should review 
the mission, structure and governance of both the Commission and EDFUND so that both 
organizations are positioned to efficiently and effectively deliver the state’s financial aid 
programs and the FFEL Program.  Commissioner Sandoval indicated that in considering any 
options to restructure the Commission and EDFUND, it is important to note that legal, 
operational, and policy issues will need to be examined, including, but not limited to, the 
following: 
 

• How can the transition to a new governance and organizational structure be managed so 
as to not disrupt the delivery of grants and loans, not diminish services to students and 
institutions, and not compromise EDFUND’s competitive position? 

• Who should have responsibility for policy with respect to the Cal Grant programs and 
with respect to the federal student loan programs? 

• How should the Board of a single agency, which serves students in California and 
throughout the nation, be structured?  What should be its composition? 

• What are the most appropriate mechanisms to preserve the administrative flexibility and 
competitiveness of the non-profit public benefit organization while ensuring 
accountability? 

• How can the awarding, delivery, and administration of Cal Grants be best structured to 
insure quality service to students and institutions, efficiency, program effectiveness, and 
accountability? 

• How could current state employees be integrated into the workforce of a non-profit, 
public benefit corporation while protecting their jobs, benefits, and retirement rights? 

• Are there efficiencies that could be achieved through the creation of a single non-profit 
public benefit corporation?  If so, what are they and how much could potentially be 
saved? 

 
 
Greg Gollihur, Senior Policy Analyst, California Postsecondary Education Commission 
(CPEC) 
 
Mr. Gollihur indicated that the LAO’s recommendation to create a single not-for-profit entity 
responsible for the delivery of the Cal Grant programs as well as the FFEL Program is solid, 
sensible, and doable, indicating that the existing arrangement is unworkable and it is not in the 
interest of students, schools, or the organizations themselves to allow it to continue.  Mr. 
Gollihur stated that there are a number of real advantages for students, schools and the State 
from the proposed LAO model. For example, consolidation of duplicative and overlapping 
functions and performance based delivery systems. 
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Additionally, Mr. Gollihur pointed out a number of issues that should be examined when 
considering LAO’s recommended approach, as follows: 
 

• Clearly define the role of the Student Loan Operating Fund. 

• Make the guaranty function the responsibility of the not-for-profit entity. 

• Recognize the importance of business diversification, which would benefit schools, 
students and families, and enhance the State’s interest in maintaining a viable business 
entity, capable of supporting other activities such as outreach and the administration of 
Cal Grant programs. 

• Reengineer the grant programs along a decentralized model. 

• Provide for greater community input. 

• Consider separating out the policy development functions from a not-for-profit 
operational entity. 

 
 
Veronica Villalobos, Vice President for Public Affairs, Association of Independent 
Colleges and Universities (AICCU) 
 
Ms. Villalobos indicated that 70 of the 76 members of the AICCU are clients of EDFUND.  Ms. 
Villalobos stressed that above all, service to students should be the primary goal. 
 
 
Catherine Thomas, Associate Dean/Director of Financial Aid, University of Southern 
California (USC) 
 
Ms. Thomas indicated that USC provides FFEL Program loans to their students and families 
totaling over $220 million for 2004-05 year and loans guaranteed through the 
Commission/EDFUND for about $187 million, for 85% of their total volume and they expect this 
to increase for next year.  USC values EDFUND’s commitment to services and USC feels a 
commitment to support well run programs in California that serve the public interest.  However, 
the tensions of the last year between the Commission and EDFUND and the uncertainty in 
governance and structure has given USC pause.  What USC and the rest of the independent 
sector hope the Legislature will do over the next several months is to take the necessary time to 
examine any and all alternatives that would reinforce the core values and services that have 
become the EDFUND hallmarks.  The organizational structure must be one that will serve the 
needs of students and institutions and yet prevent the dangers and vulnerabilities presented by 
a full state agency or by the mixed model.  USC is anxious to see serious attention paid to the 
grant side of the Commission as well as the loan side. 
 
 
Craig Yamamoto, Past President, California Community College Student Financial Aid 
Administrators Association (CCCSFAAA) 
  
Mr. Yamamoto indicated that CCCSFAAA endorses the concept of the LAO recommendation to 
enact legislation to restructure the Commission and EDFUND into a single agency.  CCCSFAAA 
agrees that as a nonprofit public benefit corporation it will be subject to stronger accountability 
requirements and improve issues.  CCCSFAAA reserves its total endorsement of the plan until 
more information is available concerning the procedures for selecting the governing board and 
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executive director.  CCCSFAAA strongly recommends involving representatives from all 
stakeholders and constituencies in the planning and decision making process regarding any 
reorganization. 
 
 
David Nelson, Student, California Community College Statewide Student Senate 
(CCCSSS) 
 
Mr. Nelson indicated that he represents 2.5 million students who are the prime recipients and 
benefactors of financial aid.  Mr. Nelson stated that he is not going to advocate for a certain 
position as to how or whether the Legislature should re-organize, but said that the Legislature 
should be mindful that California is still a leader in the nation. 
 
 
Alex Alanis, Legislative Advocate, California Bankers Association (CBA) 
 
Ms. Alanis indicated that the CBA has concerns about structural issues.  CBA is pleased that 
the Commission and EDFUND structure is being discussed and is interested in hearing more 
about LAO’s recommendation.  CBA does not want to see a guaranty agency that is a private 
company that provides all services because this would result in less competition and inferior 
products and services. 
 
 
Todd Eicher, Executive Director, Nelnet 
 
Mr. Eicher highlighted Nelnet and its accomplishments.  Mr. Eicher encouraged the committees, 
as they consider options for California, to consider incorporating the following characteristics of 
successful guaranty agencies nationally: 
 

• Student-Focused Culture 
• Adaptability 
• Innovative Products and Services 
• Efficient, State-of-the-Art Systems 
• Financial Strength and Predictability of Resources 
• Organizational Flexibility 

 
He also encouraged the committees to examine the steps taken by others to create a 
sustainable business strategy, including the following best practice which may offer a roadmap 
for California: 
 

• Diversification of product and service offerings to enhance the student experience and 
ensure sustained competitiveness through multiple revenue sources. 

• Partnerships or strategic alliances with other companies to achieve diversification’s 
results without heavy capital investment. 

• Joint system development or system timesharing with other guarantors to achieve 
economies of scale and access to state-of-the-art systems at an affordable cost. 

• Creative and constructive ways to both increase the level of service provided to students 
and schools, and lower operating costs.  An example of this for California would be 
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streamlining systems such as combining the delivery of both loans and grants through 
one system or delivery mechanism. 

• Outsourcing of some or all operational areas to partners who can provide these services 
at a lower cost and higher quality due to the efficiencies of economies of scale.  Pricing 
can be done on either a fee-for-service or revenue-sharing basis. 

 
Mr. Eicher stated that considering the future of the Commission and EDFUND, and what is best 
fro the State of California and its students, it should be clear that the single worst option before 
the Legislature is to do nothing. 
 
 
Amy Hines, Labor Relations Representative, Service Employees International Union 
Local 1000 
 
Ms. Hines represents the state employees at the Commission and EDFUND.  She indicated that 
SEIU Local 1000 is opposed to privatizing and does not believe that the responsibility should lie 
with a non state agency.  She pointed out that LAO reported only 2 out of 35 state agencies had 
the non-profit scenario and the committees should examine why that is.   
 
Ms. Hines explained that where the LAO report indicates governance problems, SEIU Local 
1000 sees accountability to the state and tax payers.  She disagrees that the civil service 
system gets in the way of providing incentives stating that the Lottery has an incentive system.  
Ms. Hines disagrees with LAO that a state agency cannot be customer service oriented. 
 
 
Mike Rosky, President, District Labor Council 
 
Mr. Rosky stated that the civil service system is designed to protect the interest of the people 
form private interest and political parties.  The challenge that the Legislature faces is meeting 
the needs of the people of California and that cannot be accomplished with a privatization, it 
opens up the system to corruption and inefficiencies and the only oversight is a final report.  Mr. 
Rosky indicated that the duty of the Legislature is to provide the funds to allow agencies to do 
their jobs and serve the people of California. 
 
 
 
The hearing adjourned at 11:45 A.M. 
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Senate Education Committee 

Senate Budget and Fiscal Review Subcommittee No. 1 on Education 
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Senator Jack Scott and Assemblymember Carol Liu, co-chairs 

 
Examining the Governance of EDFUND and the Student Aid Commission - Options for 

the Federal Family Education Loan Program 
 

TESTIMONY OF SAM KIPP, EDFUND PRESIDENT 

 
Good morning members of the Senate and Assembly committees.  I am Sam Kipp, 
President of EDFUND.  I am pleased to be here today.  I want devote a couple of 
minutes to describe EDFUND and then cover some of the current issues we are facing. 
 
EDFUND was created in 1997 as a nonprofit public benefit corporation and an auxiliary, 
or subsidiary, corporation of the California Student Aid Commission.  EDFUND was 
created because the state and the Commission had determined that it was not possible 
to provide competitive, responsive, high quality student loan services within a state 
agency structure.  We all knew that something dramatically different needed to be done.  
EDFUND was given the authority at first to provide the Commission’s student loan 
guaranty agency services.  In later legislation, you gave EDFUND the added authority to 
deliver other services that are related to the mission of the Student Aid Commission. 
 
EDFUND has met, and it has exceeded, the mandate set by the California Legislature 
and the Student Aid Commission when we were created.   
 
 We earned more than $995 million in revenue  
 We spent $613 million on operations, reducing annual costs by $7 million  
 We generated net income of more than $380 million 
 We contributed $286 million toward state of California expenses 
 We collected $3 billion in unpaid defaulted loans 
 We tripled annual loan volume, from $2.4 billion to $7.8 billion 
 We eliminated federal audit findings and resolved the outstanding ones 
 We saved borrowers more than $300 million in fees  
 We reduced  the default rate from 14.4% to 6.4% 

 
We believe that we have made real improvements in how students receive their loans, 
and in the support we provide to the colleges, universities, and vocational schools they 
attend.  These changes include putting expert staff out in the field to work closely with 
schools to improve services, building advanced loan processing technology, supporting 
award-winning borrower communications, and developing on-line tools to help 
borrowers to obtain their loans and to manage their debt.  We measure the satisfaction 
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of borrowers, schools, and lenders, and our own employees, each year and fine-tune 
our programs and services to meet their expectations.  Our work every day is built 
around being a mission-driven, values-based, and customer-focused nonprofit 
organization. 
 
We also face challenges: 
 
 Under new federal laws, we are compelled to charge borrowers a 1 percent loan fee 

for the first time since 1996.  This action will begin October 1, 2006.  We’re proud to 
have been able to save borrowers over $300 million in fees, but also disappointed 
that we can’t continue the fee waiver for at least another year, as some of our 
competitors will do. 

 
 The new federal law also cuts the income earned from defaulted student loan 

collections – our largest single source of revenue – and compels us to alter our 
collection strategies and methods rapidly.   

 
 We are still in the process of negotiating a new voluntary flexible agreement (VFA) 

with the US Department of Education.  This agreement will allow us to earn 
performance-based income for preventing student loan defaults, and it will be highly 
beneficial, but the process of obtaining agreement on a new VFA has taken longer 
than we would have desired. 

 
 We are currently in the process of reducing costs to meet the new lower federal 

income streams, a process that is not easy because we are already a fairly lean and 
efficient organization.  For example, we have already tripled the amount of new loan 
volume processed, but because of built-in efficiencies, new technology, and process 
improvements, we’ve increased our costs by only 7 percent since 1998. 

 
 Finally, the state is still using loan program revenues to pay for $22 million in 

Student Aid Commission administrative costs and support the Cal-SOAP program.   
This can simply no longer be sustained. 

 
The relationship between the Student Aid Commission and EDFUND has generally 
worked well and has delivered real benefits to the citizens of California, and to students 
and educational institutions throughout the nation.  But it is also a relationship that has 
admittedly featured periodic tension between the two organizations.   
 
The Legislative Analyst covered this issue effectively and raised two very important 
questions: how best to provide  federal student loan guaranty agency services on a 
national scale through EDFUND and how to operate the Commission’s state financial aid 
services. 
 
We have not adopted a position on the Analyst’s recommendation to operate both 
organizations through a single nonprofit, public benefit corporation.  Yet, as you 
examine the Analyst’s recommendation, I would like to identify several key issues: 
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First, it will be critical to sustain and not disrupt or diminish EDFUND’S capacity to 
continue to provide essential loan funds and premier services to borrowers and 
institutions.  You may hear from lobbyists for out-of-state, for-profit companies that they 
could do as well or better, but our school customers and lender partners know better.  
These are the same companies that have been losing market share ever since EDFUND 
was created because ultimately schools decide who their students’ guarantor will be. 
 
Second, recognize that a nonprofit corporation that provides financial aid services such 
as technology, accounting, administrative, and customer service is different from one 
that oversees policy.  Indeed, creating a single nonprofit financial aid services 
corporation may require you to look carefully at where responsibility for state financial 
aid policy should be housed. 
 
Third, in weighing options, reducing costs and complexity without compromising service 
will be important considerations. 
 
Fourth, no student loan guarantee services organization can remain competitive in 
California or nationally without having vital operating flexibility and an adaptive and 
responsive structure that enables it to provide high quality services.   
 
Fifth, accountability mechanisms are certainly appropriate but they should seek to avoid 
adding a whole new layer of state agency rules and requirements that do not apply to 
our competitors.   
 
In closing, we are attuned to our responsibility and accountability, and we are a very 
open and adaptable, mission-driven organization.  We are prepared to work 
cooperatively and jointly with you as you examine these important issues.  Thank you 
again for inviting me to testify and I would be happy to respond to any and all questions 
that you may have about EDFUND. 
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